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During the month of August our national real estate 
REAL ESTATE ACTIVITY activity index rose to 49.8 points above the long- 
AND RESIDENTIAL CON- range computed normal. This was a continuation 
STRUCTION of the rise that began the middle of last summer 

(1949) and which has carried real estate activity 
to a point higher than that reached during any time of the bogm of the 1920’s. Nev- 
ertheless, real estate activity is still below its former peak of 86.1 points above 
normal (May 1946), and we will be very much surprised if it regains that level at 
any time in the foreseeable future. As a matter of fact, for the past several months 
we have been expecting a cessation of the recovery period and a resumption of the 
downward trend that began over four years ago. 





The credit curbs requested by Mr. Truman are obviously going to have some 
effect on construction and real estate activity. Those that have already been im- 
posed have probably laid the groundwork for declines this fall in both fields. In 
the September issue of the Real Estate Analyst we pointed out that weekly appli- 
cations for FHA mortgage insurance had dropped 43% from July 28 through Septem- 
ber 1. How much of this decline could be attributed to the less lenient credit terms 
is impossible to know. After all, this is not the only recent plunge FHA statistics 
have taken. From January 1950 through May 1950 the face amount of FHA-insured 
home loans fell 24%. During this same period, the face amount of all nonfarm 
mortgages (of $20, 000 or less) rose about 35%. 





Moreover, FHA Title II applications in May 1950 covered 68, 363 units. In June 
this figure dropped 53% to only 32, 203 units. Neither of the cases cited could 
possibly have been affected by the government’s new credit policy which was launched 
in July. 


Last month we said that “any suffering the building boom will do as a result of 
recent credit regulations will lie more in 1951 than in 1950.” We might also add 
that any real government-induced crimp in the boom will come from future restric- 
tions rather that recently enacted. The latest breakdown on mortgage financ- 
ing shows that in May 1950 FHA-~insured mortgages constituted 13% of all home 
mortgages of $20,000 or less. During the year ending May 1950, FHA and VA 
loans averaged just under 33% of all home financing. If we assume that the per- 
centage at the beginning of the Korean incident and since then was about the same, 
and if applications for government-insured loans have dropped 43%, the percentage 
drop in all home mortgage activity would be 43% of 33%, or less than 15%. There- 
fore, the assumption that all of the recent drop in FHA (and VA) applications is 
government-induced leads to the conclusion that the maximum decline could be no 
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more than 15% as of September 1. 


As we pointed out before, however, it would be a mistake to attribute all of 
this 15% drop in total mortgage applications to the increased down payment re- 
quirements and the July 1 limit on maximum construction costs. There are two 
other factors that have operated to reduce construction and real estate activity. 
The fact that construction costs have moved smartly upward to new peaks is bound 
to have a dampening effect on new buildings. To a somewhat less extent the tight- 
ening supply of building materials has caused builders to cut back or shelve plans 
for future construction. 


What, then, has been the result of the government directives to its loan-insuring 
agencies? 


1. An over-all strengthening of the housing market by 
forcing the “shoestring” purchasers to either increase 
their down payment or do without a loan. 


From a standpoint of economics and for the long-range well-being of the housing 
industry, this is the most sensible step the government has taken for quite some 
time. This is the dominant effect of the present credit curb and should be welcomed 
rather than deplored. 

2. An unknown number of marginal purchasers will 
drop out of the market because they cannot or will not pro- 
duce the increased down payment. 


On the surface, and viewing this effect as completely isolated from all others 
(which it is not), this is an unfavorable trend. However, it is unfavorable only in a 
general way - the same way that the shrinkage of any market may be regarded as 
unfavorable. When consideration is given to the over-all strengthening of the mar- 
ket that takes place as this shrinkage occurs, it seems that the housing industry may 
in the long run benefit by trading a little less volume for a little more stability. 


3. The little less demand teamed with still rising produc- 
tion of building materials will result in a steadier and better 
flow of materials to the building sites. 

No builder needs any elaboration on the advantages of this. We all remember 
the early days of the boom when material shortages brought about widespread inef- 
ficiencies of labor. The mid-summer pace of residential construction was rapidly 
restoring this unfavorable condition. The improved outlook for the supply of build- 
ing materials will go a long way in loosening up construction money. Many build- 
ers have experienced increasing difficulty in obtaining construction loans, but we 
think that this condition will improve along with the supply of building materials. 


4. As supplies of materials and labor catch up with 
the more normal demand, construction costs will level 
ff 
(cont. on page 446) 
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(cont. from page 442) 

Needless to say, the builder will have a much easier time operating with a stable 
or slowly dropping price level. There is a good possibility that the steadier flow 
of building materials and some declines in their prices will bring construction costs 
back to their July 1 level. If this takes place, it will neutralize the most restric- 
tive of the present government regulations. 


So far, we have been discussing the possible effects of government regulations 
that are now in use - those that apply to FHA and VA financing. Just what reper- 
cussions will follow the government ’s attempts at controlling conventional loans is. 
not known. The regulations are being formulated by and will evidently be controlled 
by the Federal Reserve System Board of Governors. As of this date the starting 
time has not been announced, but the new regulations are to apply only to new build- 
ing. Best guess seems to be that the firmest grip will be taken on down payments. 
The higher the cost of the house, the greater will be the percentage of equity re- 
quired by the borrower. Just where the starting point will be or t the progres- 
sively larger percentages will be is unknown. Therefore, it is impossible to even 
guess what these controls will do to the building boom. 





In our opinion, the government should be most discreet in applying the brakes to 
conventional mortgage credit. It is an historical fact that many departments of the 
government care little about the financial soundness of the plans they advocate. 


In addition to this outstanding qualification, they are not sure just what they want 
to accomplish or just what will be the result of the steps they have already taken. 
Along this line it is difficult to guess what end they desire to attain. 


Robert Burns once wrote a little poem about “the best laid plans of mice and 
men.” With all of the discussion about plans and counterplans and what to do about 
the housing boom, few people have considered that it might falter of its own accord. 
Housing booms do quite often come to an end. In fact, they all have up to now. In 
1949 we predicted a decline in residential building - it increased. In 1950 we again 
predicted a decline in residential building - 1950 will probably break all past records. 
At this juncture we are just a little gun-shy and, without attempting further pre- 
dictions, we will close this discussion by saying that perhaps no controls will be 
needed; the boom may run down of its own accord. 








Construction costs have been moving up during 
RESIDENTIAL CON- most of this year, but have made their biggest 
STRUCTION COSTS gains since June. A portion of these recent in- 

creases have resulted from higher labor costs due 
to uneven or tardy material deliveries. As we indicated earlier, we believe that 
this condition will soon be rectified. 


Material prices have also moved up sharply since June. In the St. Louis area 
lumber has rolled up the most important increase - 13%. Prices of heating and 
plumbing supplies have risen 7%, and insulation and lathing 22%. There are in- 
creasing Signs that the lumber market may be weakening. Formerly, West Coast 
transit shippers have had little trouble disposing of their shipments. Recently, how- 
ever, they have been meeting price resistance and have experienced increasing dif- 

(cont. on page 448) 
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INCREASES IN BUILDING COSTS SINCE 1939 


(SAINT LOUB) 
September 1950 


SIX-ROOM BRICK HOUSE 

(FRAME INTERIOR)* 
Content: 23, 100 cubic feet 

1, 520 square feet 

Cost 1939: $ 6, 400 

(27. 7¢ per cubic foot; $ 4.21 per square foot) 
Cost today: $15, 403 

(66. 6¢ per cubic foot; $10.11 per square foot) 
INCREASE OVER 1939 = 141% 


FIVE-ROOM BRICK VENEER HOUSE* 
Content: 24,910 cubic feet 
1, 165 square feet 

Cost 1939: $ 5, 440 

(21. 8¢ per cubic foot; $ 4.67 per square foot) 
Cost today $13, 737 

(55. 1¢ per cubic foot; $11.78 per square foot) 
INCREASE OVER 1939 = 153% 


SIX-ROOM FRAME HOUSE* 
Content: 24, 288 cubic feet 
1, 650 square feet 

Cost 1939: $ 5, 671 

(23. 4¢ per cubic foot; $3.44 per square foot) 
Cost today $14, 839 

(61. 1¢ per cubic foot; $9.00 per square foot) 
INCREASE OVER 1939 = 161% 


6-ROOM CALIFORNIA BUNGALOW - NO BASEMENT 
Content: 12,119 cubic feet 
992 square feet 

Cost 1939: $3,117 

(25. 6¢ per cubic foot; $3.14 per square foot) 
Cost today: $7, 997 

(66. 0¢ per cubic foot; $8.05 per square foot) 
INCREASE OVER 1939 = 157% 


*Costs include full basement. 
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(cont. from page 446) 
ficulties in finding buyers at their asking price. Along with most other building ma- 
terials, the production of lumber is increasing. The week ending September 9 saw 
lumber production more than 18% ahead of the same week in 1949. 


The map on pages 444 and 445 shows bank deposits 
BANK DEPOSITS per capita in the various counties of the United 

States. The counties are broken down into five 
groups, ranging from those with the highest per capita bank deposits down to those 
with the lowest. 


The information upon which this map is based includes both time and demand 
deposits as of June 30, 1949. While small changes have taken place since then in 
individual counties, the groupings shown on the map are still practically the same 
today. 














